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2 
KEY ECONOMIC INDICATORS 


All values in millions US$ Exchange Rates as of June 12, 1974; 
unless otherwise indicated US$1.00 = E°330, 720 Bankers' Spot Rates 
E° = Escudos E°790 Brokers® Spot Rate 


1972 1973 1974. % change % chang 
1973/74 1972/73 


INCOME, PRODUCTION, EMPLOYMENT 
GDP-current prices (millions of E°) 216,080° 832,435~ 
GDP-constant 1965 prices (millions of E°) 23,882° 22,555" 
Per capita GDP-constant 1965 prices (2) 2,355" 2,186" 
Gross fixed investment as % of GNP af 12.6" 
Industrial production INE index (1968=100) Jan, 122.6 117.3 
’ " SOFOFA " ~ (1969=100)Mar. 117.6 110,0 
Copper (thousand metric tons) 72567 742,8 
Copper (Gran Minerfa) (thousand metric tons) 

Jan/March 616.0 
Nitrates (thousand gross metric tons) Jan/Mar. 696.5 
lron ore (million metric tons) Jan/March 9.4 
Employment (thousand) (Dec.) (Greater 1,119.2 
Unemployment rate (%)(Dec.) (Santiago only 7.0 


MONEY and PRICES 
Total money supply (millions B) (Ave. Dec.) 

April 64,611 287,537 506,227 422.7 
Major banks interest rate % (second half) 

first half 24.0 60.0 60,0 66.7 150.0 
Consumer Price Index (Dec. 1969=100) April 265.5 1,202 5,367, 0 670.3 352.8 
Wholesale Price Index (1969=100) March 372.5 2,277 +=13,117.4 = 1,696.9 511.4 


BALANCE of PAYMENTS and TRADE 
External debt (end December) 3,124.9 3,454.7 10.6 
International Reserve Position (end December) - 293.6 - 503.5 -71.5 
Balance of Payments - 318.9 - 253.2 20.6 
Balance of Trade (goods) - 469.3 - 284.7 39,3 
Exports (goods) 853.7 ‘1,323.0 55,0 
US share FOB (Chilean Customs) 82.1 105.8 - 28.9 | 
US share FOB (US Dept. Commerce) June 82.9 101.9 88.0 22.9 
Imports (goods) 1,323.0 1,607.7 - 21.5 
US share CIF (Chilean Customs) 160.5 nea. - - 
US share FAS (US Dept.Commerce) Jan. 185.9 248.5 20.4 45.7 33.7 


Major imports from U.S. (Jan-Dec. 1972) (all quantities listed first in tons, then all values in millions 
US$): Machinery, non-electric (8,800; 40.2); Transport equipment (6,092; 24.7); Cereals & Cereal 
preparations (303,988; 16.7); Electrical machinery (1,114; 15.1); Chemical elements and compounds 
(61,547; 9.4). 
Notes: VY Partial figures compared to same period or month in previous year. 
e Estimate 
Sources: Planning Office, National Institute of Statistics, Government Copper Corporation, Central 
Bank, Chilean Customs, U.S. Dept. of Commerce, International Monetary Fund, Chilean 
Manufacturers Association (SOFOFA), Chilean Nitrate Company (SOQUIMICH). 





SUMMARY 


The Government of Chile is relying more on market forces and carrying out an 
economic stabilization program in order to lay the groundwork for more rapid growth 
in the future. The Chilean private sector is playing a growing role, and almost 150 
firms taken over by the Allende Administration have been returned to their former 
owners. Tariff reductions and much simpler import procedures are designed to open 
the Chilean economy and make it more competitive. The Government is attempting 
to encourage local savings by creating a capital market with an attractive variety 
of savings instruments. 


The most serious economic difficulty is inflation. The increase in the Consumers 

Price Index (CPI) has been 103% during the first five months of 1974 and may exceed 
250% this year, but will be only a fraction of last year's increase. Some public sector 
enterprises still have large deficits, which the Government is struggling to reduce or 
eliminate. Despite two wage increases in January and May, another general wage 
hike has been announced to take effect in July. Substantial devaluations of the basic 
bankers rate, making it effectively similar to the brokers rate, have meant higher local 
prices for imports, particularly petroleum products and wheat. 


The performance of the foreign sector has generally been successful in recent months. 
Higher copper exports and prices in 1974 will result in considerably increased Chilean 
export earnings. The Government has been able to postpone most debt payments due 

this year and is hoping to obtain sufficient foreign credits to avoid a balance of payments 
deficit in 1974. At the end of 1973 Chile's external debt amounted to approximately 
$3.5 billion, and net international reserves were minus $500 million. 


The Chilean investment and trade picture for U.S. companies has brightened. Most of 
the firms with U.S. participation requisitioned or intervened in 1971-1973 have been 
returned. The Government is encouraging private foreign investment, and a new 
statute on this subject, expected to be promulgated in the near future, hopefully will 
provide clearer rules of the game. U.S exports to Chile have increased sharply since 
September 1973 and may exceed $500 million in 1974. The recent reopening of 
Export-Import Bank operations in Chile, including its insurance and guarantee programs 
and a loan approval, Chilean-requested PL-480 Title | credits, and possible AID 
assistance for agricultural and nutrition programs should encourage U.S. exports here. 
Credit availability and the ability to deliver goods expeditiously remain the most 
important factors in selling exports to Chile. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Domestic Economic Difficulties 


Government policy makers continue to follow two major economic objectives: 
greater reliance on market forces and economic stabilization. Price controls 
have been lifted from all but approximately 25 basic items. Previously 
burdensome import and foreign exchange restrictions have been eliminated, and 
it is now relatively easy to import goods into Chile. Three significant tariff 
reductions have been carried out so far in 1974, and the highest tariff rate is 
now 140%. The prohibitive 10,000% prior import deposit now applies to only 
63 tariff categories, and the prohibited list has been cut to approximately 80 
items, mostly luxury goods. The Government also plans to make further tariff 
cuts and allow more imports in selected areas with a view toward reducing 
price pressures and making Chilean industry more efficient. 


The economic authorities are providing a greater role for the private sector. 
Almost 150 firms taken by the Allende Administration and placed under the 
Chilean Development Corporation (CORFO) and other state agencies have been 
returned to their former owners. CORFO is now trying to sell its shares of some 
firms on the Chilean Stock Market. The Government is cutting the number of 
civilian employees and reducing the importance of such state entities as CORFO 
and ECA, the Agricultural Marketing Enterprise. The status of the government- 
controlled banks is being revised, but no new banks will be allowed in Chile 

this year. The large copper mines and enterprises that had been legally purchased 
are expected to remain in the public sector. 


The Government's most serious problem in carrying out an economic stabilization 
program has been the continued high rate of inflation, which has amounted to 
103.3% during the first five months of 1974. The Consumer Price Index (CPI) 
may rise 250% this year, considerably less than 1973 real inflation of perhaps 
around 1,000%. One major reason for the inflation in 1974 has been a rapid 
increase in money supply to cover public sector deficits. From January to April 
1974 money supply grew by 76% to reach 506 billion escudos. The Government 
has inherited money-losing state entities, and has had to cover their deficits of 
over 150 billion escudos in the first three months of 1974, The planned public 
sector budget this year had been estimated at 2,350 billion escudos, including a 
deficit of 380 billion escudos, but these amounts will likely be exceeded despite 
higher than expected tax revenues from Central Bank exchange operations, The 
authorities are attempting to make public enterprises pay for themselves by 
increasing substantially the prices they charge for their goods and services and 
by cutting personnel, 


Another contribution to inflationary pressures has been wage increases. Two 
general wage hikes have already been decreed in 1974 -- 55-60% average in 





January, and 35-40% in May -- and another wage increase is expected in July. 
The number of unemployed has grown. Technicians and academics, finding 
economic opportunities abroad too attractive to resist, constitute a serious 
"brain drain" from Chile. On the other hand, some businessmen and profes- 
sionals are now doing well economically. Government policy makers are 

aware of the danger of a recession from insufficient demand, but so far in 

1974 it appears that production of goods, particularly minerals, is considerably 
ahead of last year's poor performance. | 


Chile's recent inflation has also been caused by devaluations in the bankers 

ex change rate. for trade and rising internal prices. The result has been higher 
local prices for imports, particularly petroleum products and wheat. The Govern- 
ment has been devaluing the rate to keep it in line with international prices and 
to encourage exports. By early June the effective (including taxes) basic 
banking and brokers rates were both approximately 890 escudos to the dollar. 

It is expected that the two basic rates will be devalued periodically reflecting 
previous increases in the CPI. 


The inflation has affected local savings. According to the Central Bank, during 
the first four months of 1974 savings increased by only 4% in nominal terms, or 
a sharp decline in real value. The Government is attempting to reverse the 
traditionally low savings and investment rate of Chileans by increasing the 
attractiveness and variety of savings instruments. The Treasury recently carried 
out a successful offering of 10 billion escudos of 90 day bills. The Central Bank 
has recently increased the annual interest rate (to 12%) on readjustable savings 
instruments. Economic policy makers hope that these and future measures will 
encourage the development of a capital market in Chile. 


Foreign Sector Successes 


Copper continues to account for approximately 80% of the country's foreign 
exchange earnings. Higher copper exports and prices in 1974 are easing Chile's 
balance of payments situation. Andrés Zauschquevich, the head of the Chilean 
Copper Corporation (CODELCO), has established a 1974 copper production goal 
of at least 900,000 metric tons (MT), 22% over 1973 output. Copper exports 
are expected to total approximately 800,000 MT in 1974. Record copper prices 
(averaging $1.14 per pound on the London Metals Exchange during the first four 
months of 1974) will likely mean total Chilean copper earnings of around $1.5 
billion this year. Also, paper, cellulose and cardboard products are being 
exported in increasing quantities. 


The rosy export picture has been counterbalanced by Chile's growing import bill. 
This year the country will need to buy approximately $700 million in agricultural 
goods, over $300 million in petroleum products, and increased amounts of capital 





goods and spare parts to modernize and expand plant capacity. The Government 
is hoping to cover an expected trade gap with enough foreign credits to eliminate 
any balance of payments deficit in 1974. 


External assistance to Chile has mostly come from international organizations so 
far this year. The International Monetary Fund provided a $95 million balance 

of payments loan as part of Chilean acceptance of a Stand-by Agreement that 

sets external and domestic credit restrictions for the Government's economic 
austerfty program. The Inter-American Development Bank has loaned $75 million 
for hydroelectric power expansion and $22 million for imports to the agricultural 
sector. Brazil has also made a $50 million balance of payments loan. In 
addition, the Agency for International Development has requested Congress, as 

part of its FY 1975 program to Chile, to authorize $20 million for agricultural 
development and $5 million for a nutritional program. The World Bank is studying 


project loans in various sectors. In addition, Chile has requested PL-480 Title | 
assistance. 


The major western creditors reached a debt agreement with the Government of 
Chile at a Paris Club meeting last March. Under it Chile obtained postponement 
of approximately $475 million in debt payments due these creditors in 1973-1974. 
A future Paris Club session will discuss relief for most of Chile's 1975 debt 
payments. Nevertheless, Chile's debt and reserve situation remains serious. At 
the end of 1973 the country's external debt amounted to around $3.5 billion, and 
net international reserves were minus $503 million. On the other hand, the 
Government's foreign cash flow picture has improved considerably. By June 1974 
Central Bank holdings of disposable foreign exchange reserves were more than 
$300 million and the net reserve picture had improved. 


IMPLICATIONS FOR THE UNITED STATES 


Investment 


The Government of Chile has returned approximately 20 firms with U.S. investment 
to their former owners. Only a few companies having U.S. participation, that 
were requisitioned or intervened by the Allende Administration, still remain under 
state control. The large copper mines, which were nationalized, still remain in 
public hands, but the Government of Chile has been conducting separate negotia- 
tions with Anaconda and Kennecott with the goal of a reasonable settlement of 

the compensation issues. In March 1974 Cerro Corporation reached an agreement 
with the Government for approximately $42 million (present value) in compensa- 
tion for its nationalized Andina copper mine. 


Government authorities have indicated on numerous occasions that private foreign 
investment is needed and wanted in Chile. A new investment statute, expected 





soon, should provide clearer rules of the game. Several American companies, 
notably Cyprus Mines, have shown an interest in the exploitation of Chilean 
minerals, while Phelps Dodge is planning an investment in connection with 
Las Ventanas copper smelter. Firms from other countries, particularly Japan, 
have been studying the possibility of investing in Chile's copper, iron ore, 
and paper/cellulose sectors. 


Trade 


Since the change of government in September 1973 trade between Chile and 
the United States, particularly U.S. exports, has risen very sharply. In 1973 
U.S. exports to Chile amounted to almost $250 million, or approximately 18% 
of the market. During October 1973-March 1974 the U.S. share of Chilean 
import registrations was 26% ($274 million out of $1,056 million). 


In 1974 U.S. exports to Chile could pass $500 million, about 25% of expected 
Chilean purchases of over $2,000 million this year. Major categories of goods 
that will be provided by the United States include machinery, spare parts and 
foodstuffs. Recently the Export-Import Bank reopened its insurance and guarantees 
program in Chile and also approved in principle a $40 million loan for the Las 
Ventanas copper and electric expansion program. U.S. companies should benefit 
from this project. The Government of Chile still needs substantial foreign 
assistance, and availability of credits as well as the ability to deliver goods 
expeditiously wili be the most important factors in exporting to Chile. Because 
many U.S. products are familiar here, American companies sometimes have an 
advantage over competitors. In addition, many of Chile's traditional suppliers, 
particularly in Western Europe, are not providing credits to the present Government. 
However, export opportunities in Chile can be made more substantial by U.S. 
firms that demonstrate imagination and knowledge of Chilean economic and market 
conditions. 
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